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FOREWORD

Since the collapse of the Soviet Union in 1991, the
disposition of its weapons, both conventional and nuclear, and
of its military technologies has been a great concern at the
highest level of U.S. policy. One particularly troubling aspect
is Russia’'s newly proclaimed arms sales and technology
transfer program. Begun in 1992, it concerns the U.S. policy
community due to the target of the sales and the nature of the
weapons and technologies beinyg transferred. This report
assesses the importance and nature of that policy both for
Russia’s own defense industrial program and for international
security, particularly in Asia where most of the sales have taken
place.

The study is intended to raise questions and stimulate
discussion over these issues by highlighting the seriousness
of the stakes involved for both Russia and the wider global
community. There is no doubt that an unrestricted arms sales
program will materially affect Russian interests, but even more
directly it will affect the interests of U.S. allies and U.S. forces,
especialiy air and naval forces. The Strategic Studies Institute
is pleased to contribute to the debate over this important issue
affecting Russian and global security.

. MOUNTCASTLE
olonel, U.S. Army
Director, Strategic Studies Institute
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SUMMARY

Along with its radical economic reforms, Russia announced
anew arms sales policy in early 1992. This concurrence shows
the faith Moscow has in its military industry to compete abroad
for foreign currency. More than that, however, is the fact that
a revived and state-supported arms sales program has
touched off a bruising internal struggle among the Ministries of
Foreign Trade and of Defense, and the military-industrial
complex (MIC), i.e. defense industrialists and managers, to
control the program. This report assesses the direction and
character of the arms sales and military technology transfer
program and its implications for both Russia’s domestic politics
and for its own and global security. Thus the study focuses first
on the internal debate and then moves to consider atomic
transfers, and then provides case studies of arms sales to key
buyers, mainly in Asia: Iran, India, China, South Korea, and the
members of ASEAN.

This assessment not only points to the intense bureaucratic
struggle going on to control the program’'s revenues and
direction, it also strongly suggests that the state is losing or
forfeiting its ability to control the program and the MIC. Aii signs
indicate a gradual loosening of the controls established by the
state and the specialized agencies under the Ministry of
Foreign Trade due to pressure from the MIC. This pressure for
maximaily unrestricted arms sales also points to the intention
to use the revenues garered from arms sales to avert true
conversion and instead to modernize defense industry plants.
The contention to control arms sales and the revenue involved
is intimately connected to the struggle to determine Russia’s
future defense industrial policy. The MIC wants freedom from
restrictions, but also great state support and protection, while
the ministries have now adopted a policy of picking and
protecting vertically and horizontally integrated "winners" who
can compete abroad. Either way the result is a protected
defense industrial sector with disproportionate leverage in the
councils of state. The defense industry will be abie to elude
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civilian democratic control and could reproduce an
authoritarian model that in many ways resembles South Korea
under the generals or Spain under Franco (as admitted by the
Ministry of Defense).

The most recent and potentially sinister aspect of this
struggle is the disclosure that the Defense Ministry is setting
up a corporation, with MIC support, expressed through MIC
lobbies, to sell arms independently of the Ministry of Foreign
Trade and its subordinate agencies. This is an exampie of
collusion to avert civilian control and to give the Ministry of
Defense independent access to private sources of capital
without accountability. Thus, current developments of the arms
sales program manifest several strongly negative trends that
will, if unchecked, inhibit Russia's democratization, political
and economic demilitarization, and free market reforms.

Turning to foreign aspects of the program, one also finds
little to rejoice about. Claims by industrialists of what they could
earn if allowed to sell arms abroad without restrictions are
vastly inflated. But at the same time, private and unaccounted
or unverifiable sales are going on. This corruption is frequently
tied to nuclear materials and technology transfers. But the
official activity in the nuclear field is disturbing enough, since
Russia is transferring such items to Iran, China, and possibly
South Korea, for almost nothing except barter. The Ministry of
Atomic Energy is particularly interested in these transfers.
Through us transfers and "sales" abroad, the Ministry is
creating close ties with foreign buyers that could lead it to an
unhealthy dependence on them or to foreigners’ access to
cut-rate nuclear sales.

Conventional arms sales to Iran, India, China, South Kcrea,
North Korea, and ASEAN also demonstrate the inflated claims
of the MIC concerning returns on sales. These sales also
reflect the Russian government’s use of arms sales, not so
much for the economic benefits garnered thereby, but rather
for political reasons. These are: keeping Central Asia quiet with
Iran, maintaining close ties to India, developing parnnerships
with China as well as with South Korea against Japan in Asia,
etc.

vili




At tne same time, this pursuit of arms sales also shows a
r .indless quality because Russia is aggressively selling arms
to these same major customers’ potential rivals in the Gulf,
North Korea, and ASEAN members. Thus, these arms sales
contribute greatly to regional insecurities and proliferation of
both conventional and atomic systems, and are even reducing
Russian security, most visibly in the North Korean case where
earlier Soviet transfers to Pyongyang helped the iatter build its
nuclear bomb and new intermediate range ballistic missile
(IRBM) that is capable of targeting much of Asiatic Russia.

These systems, however, do not only threaten neighboring
states of the buyers. Obviously they could be used against
American interests, or those of our allies. For instance. many
systems now being sold make up the basis for integrated
anti-carrier task force defenses or anti-ship missiles against
CVBGs. or anti-aircraft systems against U.S. air forces. Thus
Russia’'s arms sales program threatens Russian security and
democratization, as well as nonproliferation efforts, and both
the interests and forces of the United States and its allies.
Continuation of this overall program, therefore, suggests
deep-rooted and persisting obstacles to the true reintegration
of Russia into a democratic family of nations. For this reascn
the author makes the following recommendations that should
pertain to any U.S. effort to influence and eventually restrict
these sales. The U.S. Government should:

® continue its support for overall reform and
demilitarization of Russian politics:

® encourage joint ventures between U.S. and Russian
defense industries that would to some degree be
subject to U.S. laws;

® invigorate the talks on mutual or multilateral
self-regulation of weapons sales along the lines of the
Missile Technology Control Regime (MTCR);

® demonstrate a willingness to impose sancticns
required by U.S. law, even those that harm U.S.
businesses, as a last resort to violators of the MTCR.




CHAPTER 1

INTRODUCTION

In early 1992 Russia inaugurated an extensive arms sales
policy that has since expanded considerably with support from
President Yeltsin, Prime Ministers Gaidar and Chernomyrdin,
the Ministries of Foreign Trade (MVES), Defense (MOD) and
Foreign Affairs (MFA), and the military-industrial complex
(MIC). Russia is competing for markets in East Asia, the Middle
East, Eastern Europe, and in new areas like Chile and even
South Africa. This depth of support, as Russia concurrently
undergoes major economic reform, shows that Russia retains
confidence in its defense industry’s quality. Increasingly, high
officials view arms sales as the way to overcome the state’s
failure to fund and develop defense conversion, i.e., production
for the civilian market by private owners under free market
rules. Thai failure to convert the defense industry has brought
that industry to its knees. However, the arms sales policy
alternative poses strong domestic and foreign policy
challenges to Russia’s democratization.

Building a democratic Russia and integrating it with the
West are the most exacting challenges of the post-cold war
order. Russia’s political orientation is that order’s decisive test.
Arms sales to almost any customer greatly challenge that
order. They reopen the dangers of extensive Russian
involvement in foreign conflicts, weapons proliferation, and of
MIC dominance over domestic policy. Indeed, the critical issue
for domestic policy is whether the state or defense industry
controls arms sales policy. And the state appears to be losing
this crucial battle to demilitarize Russia’s economy and impose
civilian, democratic, fiscal control over the defense industry.

Arms sales policy measures Russia's willingness to
facilitate peaceful conflict resolution and regional stability
abroad. It also gauges whether and how Yeltsin and the reform
movement can curb the excessive influence of the MIC on




politics and economics. Extensive state-sponsored arms sales
can only revive production facilities, fund and sell a steady
stream of competitive weapons and technologies, regene ate
military-industrial influence upon policy and key political
institutions, and allocate vital resources to that sector wherever
receipts from the arms sales formally go. Indeed, defense
modernization under the guise of conversion is the purpose of
arms sales despite earlier claims that the money wouid go to
house Russian officers and soldiers. In short, this program
aims to revive military industry and its intimate association with
the state, albeit under a formally "capitalist” or "market”
econormiy.

The issue is not whether Russia should sell arms. In the
real world it would be foolish and churlish to deny that
opportunity to Russia. Rather, we argue that sellers’ and
producers’ claims are false, belied by their actions, and inimical
to democracy security and international stability.

Abroad, insufficiently controlled conventional and nuc'ear
arms transfer policies contributed much to Soviet Russia’'s
greatest international crises: Cuba, China, and the Middle
East; and even to wars where its troops participated: Korea
and Afghanistan. As a general ruie the steady provision o,
arms, spares, and technicians led and leads suppliers to
depend upon recipients to maintain their influence. States
receiving foreign arms could start a crisis or war that could
involve or affect their suppliers against the latter's better
judgment and vital interests. In the Taiwan crises of 1954-55
and 1958 and the Indo-Chinese war in 1962, Mao expected
Soviet political and military support just as Taiwan did from the
United States, its patron and arms supplier. In these cases,
Moscow's failure to support China and risk serious crisis, if not
war with the United States or India, helped cause the
Sino-Soviet rift that created a second cold war in Asia.

In the Middle East, Soviet arms sales to the PLO, Egypt,
and Syria from 1955 to 1989 contributed to the Arab-Israeli
wars. Those arms sales exacerbated Israeli fears of attack or
of armed support for guerrilla raids from Syria and Egypt and
enabled Syria and Egypt to start the Yom Kippur War in 1973.
These arms sales and ensuing bilateral accords also led Syria
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to demand strategic parity with Israel, a policy that reinforced
Israel’s determination to maintain superiority. Syria’s Defense
Minister, Mustafa Tlas, frequently said that Syria aimed to start
a war that would force the USSR to enter it, an outcome that
Moscow came to dread. The Soviets feared Syria could lead
them into a major war that was clearly against Soviet interests.’
Similarly, Soviet arms shipments encouraged Iraqg to begin
wars in 1980 and 1990. But those shipments did not greatly
benefit Moscow, which now has an unrecoverable $86B debt
since Soviet subsidies and credits covered their cost.?

New arms sales or dual-use technology transfers could
plunge Russia into future crises. Past nuclear technology
transfers to North Korea may yet provoke a major international
crisis if the Democratic People’s Republic of Korea (DPRK)
continues to obstruct International Atomic Energy Agency
(IAEA) inspection and progress towards a settlement with
South Korea. Other risks stemming from arms sales are
equally conceivable. Large-scale arms sales cement ties
between both states’ elites or interest groups. One state or its
elites could then corrupt the other’s elites or political process
as happened in Cuban-Soviet relationships in the 1980s.2 In
the past, large-scale sales or transfer of arms to aggressive
regional powers created dynamic regional imbalances among
Third World states that led to long regional wars involving
superpower "proxies” or clients, e.g., in Angola and Nicaragua.
Third World states’ emphasis on buying arms stimulates
regional insecurities and arms races, and diverts productive
socio-economic resources to warfare. In Africa, local
governments even spent Soviet economic aid on arms, not
productive investment.*

Should Russia lose total control over arms sales, other
possibilities for abuse and ensuing domestic and foreign crises
would arise. Private control of state assets could lead (and
allegedly has led) to unsupervised sales to aggressive states
like Iran and China. Large-scale arms transfers also create
domestic lobbies which can deflect the state from its real
interests. The desire of producers to retain influence abroad,
maximize their gains, or amortize expensive armaments is well
known.> At home, large-scale arms transfers exclusively on
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behalf of private interests give the MIC a disproportionate
power continually to extract state political and economic
resources as happened in 1992.

Continued arms sales that violated the Missile Technology
Control Regime (MTCRY), which Russia said it would uphold
even though it is not a member, jeopardized lucrative
U.5.-Russian cooperation in space research, and threatened
the imposition of U.S. sanctions mandated by law for violations
of the MTCR. In the end Russia had to bow to U.S. pressure
on those sales which greatly antagonized India.®

In short, a high volume of Russian arms sales would likely
diminish prospects for domestic democracy and international
"good behavior.” Nonetheless, high officials say the arms trade
and demand for Russian air, air defense, missile, and infantry
weapons in particular are growing. Officials increasingly
defend the policy as being a national interest.” Accordingly, it
is necessary to determine this policy’s implications for Russia’s
domestic and international posture and for the United States.
We will focus first on the process, motives, and organization of
arms sales policy and then on case studies of transfers to major
recipients of arms from programs begun under Gorbachev but
continuing under Yeltsin.




CHAPTER 2

ARMS SALES AND RUSSIAN POLITICS

As implied above, the direction and pace of demilitarization
and conversion are crucial barometers of the direction and
quality of Russian reforms. In addition, whoever controls the
sale of arms will have direct control over the funding of the
Russian defense industry’s conversion and modernization, as
well as direct access to foreign currency. For these reasons,
the struggle to control arms sales policy and obtain the capital
necessary for conversion and modernization is a crucial
process affecting both defense policy and overall industrial
policy. Therefore, Russia’s program of arms sales and
technology transfers has also been an area of intense policy
conflicts involving the MVES, MFA, MOD, the MIC, the
agencies set up under the MVES to sell and adverttise arms,
and top policymakers. All these players are attempting to
maximize their control over arms sales and garner the
institutional, political, and economic power to realize their
interests. Because the bureaucratic and political struggles
continue, the ultimate outcome of contention between
agencies and industry for control on the one hand, and among
rival government agencies on the other, remains moot. But
while these conflicts are murky, one can trace their direction
and ultimate implications.

Indeed, it is easier to analyze the implications of the
struggle between industry and the government or among rival
agencies than actually to chronicle them. Ultimately, two basic
options exist for the MIC. First, defense industrialists may gain
factual control over sales, selling whatever and to whomever
they want, thereby setting back genuine civilian control by
established govemment agencies. Fierce rivalry for markets
will then lead to an "accelerated sell-off" of arms to anyone
having currency. At the same time, the MIC will organize for
and demand state subsidies and protection. Given the
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uncertain state of Russian politics and the government’s need
for support where it finds it, the government likely will yield to
those pressures thereby creating an overbuilt defense industry
with severe and inherent redundancies and inefficiencies.
Indeed, there are some signs that this process is already
underway.

Deputy Defense Minister Kokoshin, Foreign Trade Minister
Sergei Glazyev, and President Yeltsin’s conversion advisor,
Mikhail Maley, favor a second alternative: a large-scale
vertically organized military-industrial system with state
support for relatively few designated high-tech and dual use
technology producers who have shown success in the market.
They will be the “locomotive" of Russia’'s overall industrial
recovery, especially in electronics, communications
technology, and cutting edge systems. Naturally, the state will
protect and subsidize these cartels. That system, too, will
re-create a somewhat different version of the protected
relationship between the MIC and the government that formerly
existed since cartels require these subsidies and protection.
Alternatively, should the MOD and not the MVES gain control
of this program’s regulatory machinery, that outcome will
certainly preclude civilian control of the MIC and lead to a
similar structure under MOD control.

The MOD has set up an agency to monitor defense exports,
~ain funds, and rival the MVES and the semi-public sales
urganizations. It is switching to a contract relationship with
suppliers where it will be the sole client, and it hopes for more
direct control over the pace, direction, quantity, and quality of
production. On the other hand, to the degree that other rival
ministries like the MVES win out, they will have a privileged
position and will exercise more influence over domestic and
defense policies. Thus the structural linkages among the
defense industry, its captains, the government, and the
economy are the crucial issues at hand.

In a detailed analysis of the bureaucratic maneuvering
around arms sales, Charles Petersen concluded that by
mid-1993 the MFA had abandoned its effort to frustrate arms
sales, a position to which it had adhered out of principle early
in 1992. Instead, it now campaigns publicly for Russia’s arms

6
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producers. Many of Foreign Minister Kozyrev's trips, like those
to the Gulf in 1992-93, are openly intended to solicit
purchases.? In addition, the MIC lobby appears to be winning
over the MVES. The MIC (and the MOD) deeply resents the
MVES effort to regulate arms sales policy by restricting sales
and charging higher prices, as well as its cumbersome and
formalistic bureaucratic regulations. Therefore it is constantly
challenging the statutory right of the MVES to control prices
and sales, and has sought direct access to buyers and freedom
from restrictions. More importantly, it wants to control the entire
process of sales and derides the ministry’s "torpor."®
Meanwhile, the MOD also seeks free access to world markets
to dump surplus weapons without competition. This ambition
puts it at odds with the MVES. The MOD equally bitterly resents
the MVES’ control over the process which it blames for loss of
sales. The MVES fears losing control over arms sales and the
MIC fears competition from producers who can undersell it
further. For example, in Russia’s initial approach to sell arms
to Malaysia, 18 different competitors turned up in Kuala
Lumpur, an undisciplined competition that almost lost Russia
the deal.?

Though the MIC has won a significant position; it still must
contend with the MVES. As arms sales developed in 1992, the
government set up three ancillary "commercial structures” in
MVES to oversee them. These are Oboroneksport, GUSK
(Main Directorate for Con!'aboration and Cooperation), and
Spetsvneshtekhnika.'' Typically, these agencies have
crossed departmental or bureaucratic lines and we cannot
distinguish the functions of one from the other. However, their
creation and activity have stopped neither the MOD nor the
MIC pressure for unrestricted dealings with customers or for
displaying ever more advanced components like lasers, cruise
missiles and even dual-use technologies for chemical
weapons intended for Libya.'? From all accounts the MIC'’s
pressure is strong, steady, and increasingly successful.

Already in March 1992, Yeltsin granted defense enterprises
in the heavily militarized Tula regiur; i.-2 access to foreign
markets. This practice has steadily grown since then to

encompass other firms and regions.* The only limit would be
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the govermment’s list of what may be exported. This grant
created a precedent that stimulated others to demand similar
freedom. It now appears the govemment cannot fully control
the flow of arms abroad. In addition, the concession to the Tula
region and those since then signaled government's willingness
to share power with the MIC, an unprecedented move that also
made part of the government an advocate of unrestricted arms
sales despite a contradictory policy from other state organs.'
The complex arms sales bureaucracy (see Figure 1) also could
permit these corporations to form intimate "revolving doors" or
“family circles" (mutual protection networks) with defense
industrialists in a mutual search for profit, and become
lobbyists even though they are semi-public organizations.® In
practice, therefore, the state’s gradual acceptance of the need
to protect the MIC’s capability through arms sales falls
somewhere between the two conceptual alternatives
presented above. The MIC now receives protection and is
gaining more if not total freedom to sell and its influence is
growing. It probably will retain disproportionate access to
government together with the ability to extort resources from
it. Simultaneously, much of the MIC that cannot compete
abroad may collapse due to misguided state policies, lack of
funding and inputs, and its own resistance to change.

After mid-1992, Yeltsin yielded more ground, giving the Air
Force the power to sell 1600 planes and decreeing that the
corporation making the YAK-141 fighter (mainly a carrier
aircraft) could negotiate and carry out a contract even before
investing in a program!'® By November 1992, producers in
Tula, Niziiny Novgorod, and Sverdlovsk had received similar
dispensations. At the same time, GUSK was teaming up with
the League of Defense Enterprises, a MIC lobby, to form a
corporation to service products abroad.'” Although GUSK's
contracts with the League and regional producers apparently
had to gain government consent, the agency that reviewed
them was headed by Deputy Premier Georgy Khizha, a
self-proclaimed representative of the MIC until he was fired in
April 1993 for opposing Yeltsin's call for a referendum.
Beneficial as this system was to the MIC, it was too
bureaucratic and cumbersome for some producers, who
severely criticized it.'8
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By the time Yeltsin retumed from his state visit to India in
January 1993, he was convinced that conversion was being
carried out the wrong way and that arms sales needed
protection.'® Immediately thereafter, a presidential decree was
prepared to make it still easier for the industrialists to sell their
weapons.?® Contrary to expectations of $10 billion a year that
had been bandied about as a real target to fund conversion,
the govemment revealed that Russia only eamed just under
$2 billion in 1992 from arms sales. Accordingly, the current
Foreign Economic Relations Minister, Glazyev, an advocate of
arms sales, proposed that states with a debt-servicing
capability who place large orders should be granted credit. He
advocated that the government should subsidize the defense
industrialists who produce the systems these states want,
expand multinational R&D, and sell production licenses to third
parties.<' To the degree that these proposals are accepted,
they will result in a Russia suffering from insufficient foreign
capital and investment subsidizing both its industrialists and
states who can pay for the arms! It also will involve Russia in
what amounts to giveaways of technological processes in
return for arms sales. The decree on February 2, 1993, freed
or clarified licensing regulations, making it easier for Russian
firms to export.??

But this did not stop the pressure for more deregulation. In
April 1993, the Russian Defense Industry Commission, a
second MIC lobby, proposed a system of exports where,

manufacturers will independently set prices, keep hard-currency
earnings, choose between middiemen, and pay their commission
fees. The Russian Defense Industry Commission is itself
volunteering to handle the selection and licensing of firms to replace
the Foreign Economic Relations Ministry.23

At the same time, Russia’s Ministry of Industry proposed
conversion loans and subsidies to defense industries of 450
billion rubles to save them from cutting wages to the minimum,
resulting in labor flight and total collapse.?® Although this
proposal encountered opposition within the government, it
certainly reflects the pressures brought to bear by the MIC.
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More was to come. New guidelines for reforming the system
were approved on April 23, 1993. They resulted from a struggle
among the Inter-departmental Commission on Military
Technical Cooperation (ICMTC), the Russian State Defense
Industrial Committee that represented the manufacturers
(Roskomoboronprom), the MOD and the MVES. As part of this
process the MVES agreed to cede the GUSK to the League of
Defense Enterprises, and set up joint-stock companies with
them and MVES to assuage their dissatisfaction (and also to
rebut the MOD’s efforts to cut itself in and restrict exports by
others at the expense of readiness by creating its own
monitoring organization).?® This met the League’s demand for
the right to export independently and was a substantial
concession.?® The net results were to de-monopolize arms
sales. That raises the possibilities for great corruption, e.g., by
smuggling out contraband items like nuclear materials, and
converting state officials into lobbyists for MIC firms who have
no accountability to anyone. Thus, according to Liberation of
Paris, "Nuclear materials are disappearing from the former
Soviet states at an alarming rate, undermining assurances
from officials that missing amounts are small enough to cause
no real concem."?’

Undoubtedly, one powerful argument for these
concessions was the fact that arms exports in 1992 accounted
for over half of Russian exports to developing countries, and
that overall military-technical exports made up one-third of total
exports over the last few years. Moreover, in striving to keep
its markets, the MIC calculated that 25-33 percent would be an
upper target for exports.2® But apart from the desire for cash,
the MIC'’s desire to sustain its power base is a key motive. As
Sergei Karaoglanov, chairman of Oboroneksport, said on
March 4, 1993: "Commercial profit is not our sole aim. For us
the priority in this endeavor is to retain the status of the Russian
military industry. That is why we invest the major portion of
profits in the military industrial sector."?®

The results of these bureaucratic and political maneuvers
have tumed up in other industrial sectors and in important
foreign policy initiatives. At home the trend seems to point to
the development of an intimate revolving door between the MIC
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and the government, wherein the former has successfully
lobbied for more control over its exports and govemment
subsidies to cover its costs of conversion. Rather than go to
housing officers, the bulk of the recovered proceeds go either
directly or via the state to the defense industry to modemize its
plant and to slow down the overall pace of conversion to true
market relationships. In effect, within a new more overt
interest-group politics, this particular interest group can still
exercise disproportionate influence on the govemment and get
both large subsidies and direct access to foreign currency.
Although the relationship of industry to the MOD has greatly
changed since the Soviet epoch, the primacy of defense
industry’s access to material benefits flowing from the state has
apparently been restructured, not transforrmed or destroyed.
Here we see the formation of a new overt form of interest group
lobbying and politics and the possibility for MIC direct access
to key domestic and foreign interest groups. Those ties offer
growing possibilities for either corruption or mutual linkages
between them as listed above. This examination allows us to
trace both the domestic and foreign implications of Russian
arms sales.

12




CHAPTER 3

THE NATURE
OF THE DOMESTIC PROGRAM

Russia justifies its arms sales policy openly. Its reasons are:
1) the need for cash, 2) the need to keep production facilities,
technicians, and scientists employed lest massive
unemployment and falling investment ruin that sector and
undermine readiness and technological competitiveness,* 3)
leverage or influence over other states’ politics,'4) resentment
over the loss of markets, in particular to the United States which
has sold $6 billion in weapons to the Middle East alone since
DESERT STORM and continues to do so0,% and, 5) the desire
to reassert Russia’s standing as a great power.

Public figures, for or against the policy, cite these goals to
explain the general policy and specific transfers or sales to key
strategic countries: Iran, India, China, Syria. In Iran, India, and
China, Russia continues to sell aims or transfer potential
military technology despite U.S. pressure.®

But on the domestic side, the hidden agenda is to control
defense industrial policy. For the MIC the objective is to control
arms sales so it can regain the position it held under Soviet
power, albeit in a vastly changed context. The government
originally decided to maintain and modemize, if at reduced
scale, the old military industrial complex and its technological
base. And it wished, so it said, to control any arms transfer
program, ostensibly to spend the proceeds on social
infrastructure (housing) for officers, lest the military engage in
self-privatization and usurp state control. In contrast, the MIC,
in and out of government, has continuously coveted these
revenues to modernize its plant rather than engage in
conversion or stress social amenities. Increasingly this
objective has been ovettly proclaimed, even by government
officials like Mikhail Maley or the agencies set up by the state
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to sell amms. Thus, if arms sales are a prominent indicator of
the struggle between the government and the MIC over the
course of reform, the reform of the old military industry is
failing.3* Although some analysts maintain that formal state
control, embodied in authority over licenses, gives the state
control over enterprises and the MIC, the balance of opinion,
already in 1992, contended that the MIC was winning the battle
to emancipate itself from reforms and from control by Yeitsin
and then Prime Minister Gaidar's government. Our findings
tend to agree with that observation.

Indeed, the more one reads of arms sales, the clearer it
becomes that the proceeds will go to modernize plants and
reflect MIC priorities. Nor will the MIC scrutinize its customers
too closely. Clearly the struggle to revolutionize or democratize
military policy is not over. Instead it probably is entering an
acute phase. The present phase of this long struggle grows out
of two basic errors made when dismantling the USSR in
December 1991. These errors were the failure to place civilian
leadership over the Ministry of Defense, and the failure to agree
on defense policy among the republics prior to the hasty
formation of the Commonwealth of Independent States. Failure
to civilianize the MOD left the military with authority over military
industry, and with links to industrial lobbies and ex-officers who
now "head" private concems to the MIC. The MIC and/or MOD
can use those connections to block military and economic
reform.3¢ Nor is it entirely coincidental that the hue and cry
demanding a renewed arms export program arose at the very
moment of UN embargoes on favorite customers like Iraq and
Libya that deprived the MIC of subsidies and customers. The
second failure has led to acrimonious rows over who controls
what forces, assets, and plants that have impeded meaningful
military reform. It may not be accidental that Russia decided to
produce and sell weapons, in part, to shield its own forces from
"threats" from neighboring republics.¥’

By all accounts the military industry faces imminent
catastrophe due to conversion to a market economy. in 1992
alone, procurement was cut by two-thirds. Mass
unemployment, bankruptcies, shutdowns, and falling
investment are widespread. The resources available to the
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govermnment to counter this trend, despite its best efforts,
subsidies and increased procurement in 1993, are nowhere
near sufficient.3 The MIC has effectively haunted the
government with that threat of collapse in order to win the right
to export arms and to get subsidies. But the reforms must break
the old MIC to succeed and normalize Russian state life. A sine
qua non of successful reform is economic demobilization.
Professor Aleksei Yablokov, an advisor to President Yeltsin,
observed that 75 percent of all firms in St. Petersburg and 50
percent in Moscow, as of January 1, 1992, worked for the
military—this after years of supposed conversion.®

Defense industrialists and their uniformed allies organized
in 1992 to slow down, alter, or stop reforms and gain continued
state support.*® They view a state arms sales and technology
transfer program as: 1) salvation in terms of cash and
continuing funding of existing production lines and personnel,
2) a sign of their continuing political influence, 3) a roadblock
to reforms that threaten them, and 4) a sign of Russia’s great
power position and competitive military profile.*' In alliance
with labor unions, they have not hesitated to threaten the
govermnment with strikes. They continually maintain that not
only do they face disaster, but also that they are the Russian
industry’s best and brightest who cannot be allowed to
disintegrate, and that the so-called military economy is really
a fiction. A sign of their success is evident in Kokoshin's recent
remarks accepting the first half of this argument wherein he
stated:

Our defense industry, when properly focused, is perhaps the main
national resource of competitiveness in the area of industrial
products (particularly scientific-intensive products) and services.*?

MIC leaders also claim that arms sales will finance
conversion, which necessity they now claim to recognize.
However there is good reason to suspect the MIC’s
"conversion” and its arguments. Nobody denies that the past
conversion policy failed.*® But while Westem analysts, civilian
and uniformed military reformers in Russia, and Yeltsin view
past policy as an attempt at a "non-conversion" that left the
military economy largely intact, MIC members and officers
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charge the state with failure to devise and fund a coherent
policy.* Although there is some truth to their claim, it is more
likely that this argument is in support of their wish to use
conversion to modernize.*® One reason to suspect them is that
many enterprises and managers still cannot function in a
market environment.*® Hence, they press for arms exports to
obtain capital and salvage as much as possible of the old
military economy. Many military industrialists still believe that
conversion must be a planned, state directed and supported
action or policy.*” Although one can sympathize with their
travails, such views betray a fundamental incomprehension of
market economics.While Yeltsin acknowledges the need to
preserve capabilities and gain capital and influence abroad, he
and the reformers wished to use arms sales to civilianize the
military economy. But MIC representatives argue that they
must only produce for that sector, and only incidentally for the
civilian economy.*® Some even supported dumping arms
abroad while pursuing technological innovations.*® Another so
called MIC "leader" stated:

Politicians’ intervention in the arms trade should be minimal: they
should just elaborate general guidelines. Specialists—defense
workers and diplomats—should decide to whom to sell and for how
much. The main thing is to not do damage to yourself by arming
possible geopolitical rivals, to not supply weapons to the "hotbeds,”
and to bring maximum profit to Russia.

In setting up a state program, Yeltsin acceded to this
nressure even as he tried to tum the proceeds to conversion,
demilitarization, and social amenities, and to assume gradual
control over arms sales. He and his colleagues understand the
risk they are taking in enhancing the MIC’s resources and
power and in postponing the demilitarization of the economy
which is essential to the success of reforms. Mikhail Maley told
the Congress of Arab businessmen in 1992 that the new policy,
“far from curtailing the manufacture of military hardware, will
be building it up." In this concept of conversion, industry has
four years to convert while it tries to capture old and new
markets and comply with international law by producing
defensive weapons.5! In a later interview Maley did not dispute
the reporter who said:
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Simultaneously with the preservation and modemization of defense
piants, defense consciousness is being preserved and
modernized. The task of the demilitarization of the economy and
also of the country as a whole is being postponed until the indefinite
future or, quite honestly, being eliminated altogether.52

Maley, in reply, also accepted the MIC’s argument that it is
the cream of Russian industry and science. Although he
conceded that many cannot go over to market economics,
nevertheless, he contended, this sector’s leadership is
gradually improving.5

Yeltsin and his colleagues also have more urgent reasons
to control Russian arms exports. Despite many decrees,
officers and industrialists continue privately to sell military
assets and weapons systems indiscriminately, even to combat
zones like Nagorno-Karabakh and Abkhazia.>* Such
“privatization” could lead Russia into conflicts with other CIS
members or further abroad, corrupt the defense establishment,
and limit state control over miilitary policy. As this sell off
accelerated, the state had to attempt to take the action away
from the privateers. But Yeltsin and top military leaders admit
their failure to banish corruption which has become pervasive
throughout the armed forces.>

Yeltsin also has to control arms sales because of
"privatization’s” economic implications. Throughout the world
too many arms producers and sellers are chasing too few
buyers. World markets cannot sustain the level of purchases
that Russian officials cited, $15-30B a year for five years to pay
for conversion, a figure whose extravagance is only equalled
by its unrealism. Indeed, in 1992 Russia only made $1.8-1.9
billion in actual receipts from arms sales, a figure showing the
exaggerated MIC claims of huge potential sales. Those
favoring government regulation of exporters argue that since
other producers also are desperately seeking customers and
bring intense pressure to bear on governments against
competitors, massive unregulated Russian arms exports
would depress prices and not ultimately benefit sellers.6
Mikhail Bazhanov, Chairman of Russia’s State Committee for
Conversion, supports state sales precisely to prevent so called
"commercial travelers" from triggering "frantic dumping" that
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would cause stiff resistance from "the intemational arms
market mafia." Russia could neither compete nor benefit in
such a market of falling prices. Russia's early efforts to sell
MiG-29s to Malaysia involved just this scenario when 18
different sellers descended at the same time upon Kuala
Lumpur. Bazhanov wants a state-regulated process to avoid
friction with rival suppliers, i.e., an arms trade cartel.>’

Yeltsin must also regulate arms sales to overcome the
opposition to state regulation. Shibaev told the Washington
Post. "Today many state-run producers are craving orders, and
believe they will be able to solve their problems by selling off
their military products independently."® Apart from the
extravagant figure of $30 billion a year for five years to finance
conversion, other proponents fancifully claim that 40 percent
of current defense production or systems on the shelf are
globally competitive and "could feed and water" Russia, or at
least the defense industry’s dependents. Or else they maintain
that if arms exports were removed from purely "departmental”
control, i.e., MVES, and tumed over to government as an issue
of "state importance,"” i.e. MOD control, than Russia could sell
$30-32 million of arms annually.>®

Because none of these figures is remotely realistic, all these
statements suggest the hidden agendas of the rival interests
competing to control arms exports. For example, Air Force
CINC General Petr Deynekin won the right for the Air Force to
sell directly to customers, bypassing the export agencies under
the MVES. He stated that the Air Force had full authority to
realize its opportunities. Those structures that interfered (his
word) with the Air Force received "some kind of unofficial
eamings" from arms sales. Needless to say, they oppose the
Air Force's competition &

According to Arkady Volsky, self-proclaimed spokesman of
the MIC:

Privatization will never affect the entire defense industry. Only
someone with a sick imagination can put forward the idea of
privatizing a plant which produces atom bombs or the idea of
privatizing a cosmodrome. Some proportion of the plants will be
notionally privatized, in the form, shall we say, of tuming them into
joint-stock bodies. Plants producing both military and civilian
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products will have to be partially privatized—primarily that parnt
which produces the civilian products.5’

In a related incident, a Defense Ministry official stated that
the MVES trading office for arms, Oboroneksport, informed the
MOD it could sell arms up to $3-10 billion by 1994-95 to pay
for housing and social infrastructure, with the money to be
controlled in a special MOD fund. He mentioned arms sales to
the PLO, Libya, Taiwan, South Africa, and Pakistan, among
others. The MVES repudiated his statements about the fund
being under MOD control, the destination of sales (though it
confirmed there are or were negotiations with Taiwan,
Pakistan, and South Africa), and the amount of revenue
involved. The MOD’s subsequent reply showed that
Oboroneksport faces tremendous pressure from a veritable
"orgy" of arms exporters, including the MOD and private
merchants, who seek to gain control of the process even if it is
formally under MVES regulation.5? The 1992 victories of the
right wing on security policy, and the appointment of key
members of Volsky’s faction, Civic Union, who openly claim to
represent the MIC, to important government positions on the
Security Council, lends credence to that view. If the MIC
controls defense personnel policy through the Security
Council, it does not matter whether or not the state exercises
formal control over arms sales.®

The influence of the MIC lobby can also be found in the
MVES since Glazyev assumed leadership at the end of 1992.
Former Minister Aven strongly resisted the MIC, which roundly
criticized the ministry for that and for red tape. Glazyev's
approach is entirely different. He publicly outlined the change
in policy in early 1993, after Yeltsin retumed from India.
Regarding arms exports, Glazyev recommended that Russia
subsidize those states who can service their debts, although
Russia itself cannot obtain hard currency and pay its debts.®
This would be a major step down the old Soviet road of arms
exports to states who could not or would not pay for them.
Glazyev and the MVES also recommended relying principally
on Third World trade and moving away from trade with the
West, even though the latter has steadily grown over the last
few years. Instead Russia should reorient its economy towards
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multilateral offsets of mutual requests, barter, and even a new
unit of payment that would counter Westemn currencies’
pressure on the ruble.®® Thus, the MVES supports diverting the
Russian economy away from the industrial “North® to states
like China, Vietnam and the "South."5¢

At home Glazyev and the MVES advocate creating large
financial-industrial groups of joint-stock companies which can
export competitive products abroad, including arms. These
firms will be technologically related, vertical collaborations of
enterprises, research organizations, trade firms, banks and
investment fiims—a kind of monster conglomerate that would
supposedly concentrate resources in the most efficient way to
produce competitive goods, including weapons systems, for
the world market. He criticizes the current privatization policy
because it will break down these structures rather than
promote this form of industrial concentration. The
cartellization policies he seems to be calling for appear
contrary to current economic wisdom that small
entrepreneurial firms are the true locomotive of progress. But
more than that, such giant oligopolies would reintroduce trends
towards "administered prices" and state intimacy with the MIC.
MVES officials admit openly that this approach smacks of
protectionism and paternalism, and entails a revision of
privatization and the anti-monopoly policy that would breakup
the old MIC. Indeed, these policies appear to resemble the
structural practices of Japan's Keiretsu and South Korea’s
Chaebol. They also resemble very closely Kokoshin's
proposals for defense industry. Aerospace design bureau
leaders are also advocating an essentially similar solution for
their industry: a censolidation of plants, research facilities, and
design bureaus on a regional basis, including integration of the
industry using a “common business structure."®®

That this approach is heir to Soviet and Tsarist gigantism
is certainly not by accident even if there were no collusion.
Rather, this approach betrays an adherence to traditional
models of industrial organization and relationship with the state
as well as a common perception of interest. In addition, the
policy favored by Glazyev, Bazhanov, Kokoshin, Maley, and
other policymakers reflects the crystallization of the other
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altemnative if arms producers and designers do not get a free
hand to deal directly with arms buyers and instead undergo
some form of state regulation.

This cartellization and vertical integration coupled with state
support and regulation would likely foster a lasting and intimate
relationship between state officials and entrepreneurs. It would
resemble other military-industrial relationships of subsidies,
protection from competition and the rigors of the civilian
market, and the revolving door of officials and industrial
managers. By all accounts, this system has vastly increased
procurement costs and remains a constant cause of concem
that the organizatic ~s linked thereby could usurp democratic
procedures. In Russia, where democracy is much more fragile
and industrial gigantism and state domination are deeply
rooted traditions, such a relationship is reason for more than a
little concem. As Kokoshin describes it, his version came out
of the joint efforts of the Academy of Sciences, the MOD, a
number of enterprises, and research institutes.

It is based on the idea of creating powerful, diversified
industrial-financial complexes based on leading defense
enterprises with the state’s comprehensive support. A permanently
operating conference with heads of leading defense enterprises
has been established within the framework of the Ministry of
Defense on problems of creating those financial-industrial
complexes capable not only of supporting Russian Federation
Armed Forces needs for modern arms and military equipment and
preserving and restoring mobilization capacities, but aiso of
becoming locomotives which will give impetus to the dynamic,
progressive development of Russia’s entire economy.

Kokoshin concedes, however, that many enterprises,
design bureaus, and research institutes will for a long time "be
gravitating" towards being government enterprises.”® He
recognizes the risks involved because he admitted later that
the present situation often demands of the MOD short-run
decisions that may not only not correspond to a sensible
long-term development strategy, but even contradict it.
Accordingly, as long as the state and economy are not
functioning normally, a long-term development plan is out of
the question.”’ Unfortunately, this short-term solution he

21

= e e o




arge

At s e e

proposes will create strong vested interests in its perpetuation,
probably last well into the long term, and work against precisely
the kind of reforms Russia needs for the long term. As he
acknowledged earlier, it was a model for states like Spain and
South Korea as they made the long transition to democracy
and market economics.”

Maley, too, advocates selecting a few joint-stock
companies of mixed private-public capital to bring arms
producers together with their market and to protect them as
they seek to compete globally.” A.N. Shulunov, President of
the League of Defense Industrial Enterprises, also likes the
idea of the South Korean model. And, he openly states his
objectives for defense industry and his relation to the ongoing
reform program:

in my opinion the sole panacea for us today might be to impose
stiffer state regulation over economic processes. What we propose
to the state leadership today together with Vladimir Ispravnikov, the
head of the Supreme Economic Council under the Presidium of the
Russian Supreme Soviet, conflicts with many postulates of
privatization a la Chubays [the architect of privatization—SB]), and
with certain legal and quasi-legal acts.”

But Shulunov, too, admits that even now the old vertical
structures have remained intact, ironically, as intended by the
government reforms creating superministries and state
committees overseeing defense industry. Thus Russia still
cannot surmount the status quo and still has 75 percent of its
national economic potential concentrated in Group A (defense
and heavy industry) enterprises.”” Why Maley’'s and
Kokoshin's plans creating a visibly protected oligopoly should
fundamentally alter this state of affairs is nowhere explained.

Therefore, essentially two models of relationship are being
proposed as the defense industry tries to emerge from Russia’s
economic crisis. On the one hand we have the cartellization,
vertical integration, and state regulation approach, and on the
other, producers clamoring for a free hand to export at
whatever prices they can in order to win market share and hard
currency now. Those two altemnatives are, of course, abstract
constructions or policy models. In reality, it appears that
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government restrictions and regulations are being substantially
eased, though not abolished. And key policymakers are
advocating protection, cartellization, and vertical integration of
giant firms who can compete in a market economy. Regardiess
of the economic benefits of either one of the two models,
politically the combination of gigantism and oligopolistic
organization of the arms industry under conditions of minimum
government regulation and a high degree of government
protection offers Russian democracy and its imperative of a
demilitarized polity the worst of possible worlds.

Another consequence of this policy appeared in July 1993.
A large group of Russia’s top arms makers formed a
consortium to raise capital at home and abroad through joint
ventures to finance, research, develop and promote the export
of the latest weapons systems. This firm, Russkoe Oruzhie,
(Russian Weapons) manufactures the T-80 MBT, BMP-3 APC
and the S-300 B antiaircraft system. The firm's main focus will
be army and navy hardware: armored vehicles, seif-propelled
artillery, antiaircraft, ammunition, surface vessels, and
submarines. The MOD backs the firm and while its founders
claim they will not engage in arms sales and infringe on MVES
agencies, the latter are very skeptical. They suspect the MOD
of trying to cut into the arms export business for itself. Certainly
the MOD is already creating an independent committee of its
own made up of MIC directors to revive production and has set
up trading corporations restricted to dual use technologies like
trucks. Thus there is reason to believe that a MOD-MIC
coalition, comprising at least part of the latter, is forming to
compete with the MVES and establish an independent channel
of access to foreign currency, free frem civilian controis and
the MVES.’® That would lead to further opportunities for abuse
of the arms sales program and corruption. But, more
importantly, it reinforces the trends towards too close a tie
between the MOD and MIC cartels which are thereby protected
from public scrutiny and accountability.

Finally, an examination of the issues of arms sales,
conversion, and the relationship of defense industry to the state
must also take notice of the curious situation developing in the
relationship between the oil industry and the MIC. Maley,
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Kokoshin, and Prime Minister (and former Energy Minister)
Chermomyrdin all support a state program of import substitution
for the fuel and energy complex using defense industrial
production capacities.”” Sergei Chevardov, an Assistant to
Kokoshin, told a Westem audience:

Russian enterprises, government ministries, and foreign
companies should, to the maximum extent possible, include
Russian defense sector enterprises in major oil and gas extraction
projects, and refinery or petrochemical plant construction and
modernization. Defense entemrises could produce a significant
amount of the equipment for oil and gas extraction, transportation,
refining, and petrochemical processing. Part of this equipment
could also be exported.”®

Maley admitted that reorienting the defense industry to
civilian needs is impossible without reviving arms exports and
that hitherto the defense industry produced about 20 percent
of the equipment for the oil industry.” Finally, in February 1993,
Interfax reported that the military had suggested selling
weapons, especially to the Middle East, i.e., Gulf states, to
finance oil development.

Citing this report, Maria Kielmas, writing in Middle East
Intemational, observed that since military control over the oil
industry is growing, it is in an excellent position to make oil for
weapons deals.® It is odd that the MIC and MOD, which
indicate they want arms sales to fund conversion and
modemization, now want to use them to finance the recovery
of the energy sector. This seeming contradiction needs to be
explained. One explanation of this sudden shift from wanting
the funds to pay for conversion might be the facts revealed by
Viadimir Salo, of the Ministry of Economy’s Defense Complex
Economy and Conversion Department. After echoing the
common view that the defense industry will go under without
emergency measures, he revealed that his Ministry had drawn
up a program of 450 billion rubles in loans and subsidies to
make up the lag in wages due to inflation and depressed orders
affecting the defense industry. But despite the seeming need
for this program, there are those in Yeltsin’'s Presidential
Council, academicians, and the energy industry who strongly
oppose it, with the latter making strenuous efforts to get the
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subsidy.®' One may speculate that the defense industry and
ministry’s sudden interest in financing the recovery of the
energy complex is driven by their desire to get that subsidy and
maintain their hoid over the energy industry by supplying it
directly in rubles and production from their domestic subsidies
and foreign currency they eam on exported weapons. These
machinations expose the power an oligopolistic or unreguiate<:
but protected defense industry could gain over other vital
economic sectors with serious implications for civilian control,
market economics, foreign relations, and the defense
industry’s relationship with the state.
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CHAPTER 4

RUSSIAN POLICIES
RELATING TO ARMS EXPORTS

A final and pervasive justification for arms sales abroad is
the great disillusionment with and resistance to Western,
mainly U.S., efforts to restrict the export of know-how and
technology, whether in uranium, space stations, or actual
weapons. Russia regards this as a U.S. effort to stifle
competition and cripple Russian economic power.®2 For this
reason Marshal Shaposhnikov wrote Yeltsin in January 1992,
urging arms sales because falling military production would
"begin irreversible processes and entail the disintegration of
this very important sector and cause considerable damage to
chemical, metallurgical, and machine building sectors."

Today itis by no means clear what the state will sell to whom
and how. Indeed, recent reports strongly suggest that Russia
will literally sell to anyone, including the United States and
NATO, although there have been conflicting statements
conceming those questions.®* Tracing the destination of actual
or proposed arms exports is very difficult. Hardly a day passes
without a report, confirmed or not, that arms are being sold to
one state or another, or are being funnelled to belligerents in
various wars. Russia is aggressively selling weapons systems,
particularly, but not exclusively, high-performance aircraft, the
MIG 31, MiG-29 and SU-27 fighter, at arms shows in Paris,
Dubai, and Singapore. Russia is also exhibiting, for the first
time, submarines and combat ships.?® Despite statements by
Yeltsin, Rutskoi, and Kozyrev to the contrary, Russia already
is also arming potential regional rivals. In the Middle East,
Russia supplies many kinds of arms to Iran and sells weapons
to Gulf states that feel menaced by Iran.®¢ Cyprus and Turkey,
too, are discussing purchases or have bought various arms.%”
While Vice-President Rutskoi discussed future amms sales with
Israel, Admiral Chernavin reassured Damascus about
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continuing arms sales in September 1991, arms have since
been sold to Syria and delivered in 1992, and further
discussions are continuing.® Nor is this contradiction restricted
to the Nea- East. Moscow has reorganized, and thereby
reduced, its arms sales to North Korea so that they are for
convertible currency. Naturally the currency requirement has
depressed sales, but they do continue.’® And, as described
below, there is both pressure to increase sales as well as
reports of unauthorized transfers. But such revelations come
amid recent admissions that Seoul was interested in receiving
two late-model SCUD missiles to pay off Russia's $2 billion
debt. Since then, a growing bilateral military cooperation has
become public. Those missiles would allow South Korea to
manufactura its own SCUDs.% That program also suggests
that weapons will be transferred abroad to pay off Russia’s
staggering foreign debts, a very disquieting possibility in view
of the amount of debt involved and the easy temptation to
reduce it by weapons sales. Russia also is selling China,
Malaysia, and India the high performance aircraft discussed in
Chapter 6 and there is talk of selling again to Vietnam.*'

Whether these reports indicate official policy, private or
semi-private initiatives, trial balloons, or the diverse forces
which are pushing military sales, is not always clear. Nor can
one easily isolate which among these groups figures in these
reports. The many different descriptions of the formal
structures and processes involved in state arms sales
apparently reflect the many players in this game and tiie
diverse pressures on the Russian government.
The following incident illustrates the difficulties involved in
controlling military assets. On March 16, 1992, the Far Eastem
Military District received notice of the decree banning sales of
the former Soviet MOD’s property. But, strapped for rubles, it
nonetheless sold a former top secret facility on its territory to
local or foreign entrepreneurs to cover construction costs for
1985-90. This facility, 78 kilometers from China, was built to
station SS-20 missiles and nuclear amms for possible use
against China, though it was situated in a formally nuclear-free
zone.* In effect a corporate unit of the Russian armed forces,
acting on its own, sold a high-level strategic and intelligence
asset for almost nothing.
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Such happenings make the organization and ultimate
directions of the arms transfer policy crucial questions. Russian
commentators know that if Russian arms end up in terrorists’
hands or in dangerous states like Irag and Syria there will be
negative consequences. Nonetheless, there are many MIC
complaints about losing market share, e.g., in Libya. And at
least one analyst charged that it was the UN ban on arms sales
to Libya that energized the MIC to press for an arms sales
policy. Meanwhile it is clear there are efforts to circumvent the
ban to Libya; e.g., there is a repon of a sale of rocket fuel.
Russia also knows that technology and production capabilities
available to many states have weakened the checks that
superpower competition imposed on regional actors and
would-be "Bismarcks."®* Hence, officials fear that their own
advanced conventional and/or mass destruction weapons may
be used against the CIS.%®

Accordingly, high officials have often stated that Russia will
actively participate in limiting those weapons’ diffusion and
shun past ideological considerations in transferring weapons
abroad. Instead it will be guided by considerations of mutual
advantage and profit, not unlimited credits.% That was the
official policy; practice, as described below, is unfortunately
rather different. So, too, is the shift from MFA efforts to ban
weapons flows to troubled regions like the Middle East to its
current frank shilling on behalf of defense producers. Kozyrev,
on March 12, 1992, said:

We are completely against the proliferation, the exacerbation of the
arms race in the Middle East and Persian Gulf region, and believe
that the United Nations—and in particular the Security
Council—are the mechanisms which should react rapidly and
effectively to such matters. The buildup of arms, especially
destabilizing types of arms, must not be allowed to continue in this
region which is already oversaturated with weapons.?’

in November-December 1991, Rutskoi and Kozyrev
indicated that a system would be set up to revamp and continue
arms sales and place them under effective state control.% But
the new system is far less idealistic. Gennady Kochetkov, of
the Institute for the Study of the U.S. and Canada, outlined the
structure and process that existed as of 1992-93, shown in
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Figure 2. Semi-state and/or private enterprises, e.g.,
Oboroneksport, will work directly with approved foreign
customers, construct a deal, and then submit it to a special
board of the MFA Committee for Foreign Economic Relations
for state review for profitability, security and foreign policy. The
committee will then issue appropriate licenses to the military
industry to produce the munitions. A special parliamentary
body exercises oversight over the committee and has the last
word on all sales.%®

This process is supposed to ensure state control and
parliamentary oversight. Since the decree on military-technical
cooperation on May 15, 1992, this process has expanded still
further. Yeltsin will decide on the conceptual approach to such
cooperation and on cooperation with states not previously tied
to Russia or on weapons not previously sold abroad, and their
licenses. He also decides whether to continue or suspend
cooperation with others. Russia’s Interdepartmental
Commission on this cooperation will then sell and license arms
for export, monitor the sales and the activity of the MFA, MVES,
MOD, the Foreign Intelligence Services, the Economics
Ministry, and the General Staft.'® Proceeds invested in
conversion or modernization will be tax-exempt. Officials hope
that this process will speed conversion and stimulate more
deals with foreign firms.'®' But given the decision to offer
credits to key customers or to use proceeds for oil, and the
other concessions conceming whom to sell to, it is unlikely that
this is a static unchanging program. Turkey, Iraq, and Taiwan
were excluded from sales because of security or political
considerations. But that list has already been violated by the
sale of helicopters to Turkey. And CNN has already shown
Russian ships sailing up the Danube with supplies and fuel to
Serbia, which is under a UN embargo.'® Similarly, rumors of
an impending deal with Taiwan arouse fears that arms will still
get to states like Cuba, Libya, or Iraq. After all, if Russia is
willing to cross its ally, China, for pecuniary gains from Taiwan,
why not sell to fraq or Libya if they can pay for it? As one writer
suggested:

We build better tanks, while they make better VCR's. So why shouid
we invest miilions into conversion, which would be an additional
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Industries, CNA Occasional Paper, Alexandria, VA: Center for Naval Analyses, February
1993, p. 34.

Figure 2. The Restructured Arms Export Mechanism.
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burden on our people? It could happen that we would forget how
to manufacture good guns, and wouldn’t leamn to make good VCR's
either. China, which is our closest rival in arms trade, uses a very
pragmatic approach to arms sales. During the Iran-Irag war China
sold arms to both warring sides.'®

Since the military has considerable input into the
organizations charged with making the transfers and sales,
there will be a great impulse to conduct tax-exempt
modermization via arms sales and call it conversion, especially
since supporters place extravagant hopes upon arms sales as
the defense industry’s salvation.'® Thus there is a great
potential for military abuse of arms sales.'® There also is the
possibility that under the guise of foreign cooperation approved
by Yeiltsin and others, the MIC will evade reform. Examples of
evasion could include swapping weapons for debt, agreements
to co-produce and design, being a middleman supplying parts,
and so on.'® In this connection the recent agreement to
produce weapons in India and jointly sell them abroad,
discussed below, has interesting potential repercussions. And
so does the nuclear protocol with China, also discussed below.
In another case, three plants in Tula can now sell arms to
Lithuania in retumn for foodstuffs and 30 percent of cost in hard
currency, and a similar deal is to follow with Georgia.'®” Neither
state can be counted truly secure and these sales could have
disturbing consequences. Therefore, while Yeltsin tries to
control the arms trade by civilian oversight, political and
economic conditions are too unstable to give one confidence
in that outcome.

Trends in arms sales policy therefore parallel those found
in Poland and Czechoslovakia during 1989-92. As in those
cases, in the first stage, 1989-91 in Russia and the USSR, a
dramatic decline in military production took place amid
spiraling inflation. This was the result of both domestic and
foreign pressures unleashed by Gorbachev's Perestroika,
Glasnost’ and New Thinking. In the second stage the
govemment tried to respond or adapt to the onset of global
integration and decreased demand for weapons abroad by
instituting reforms, e.g., Gaidar's reforms in 1992. Not only did
defense production fall, state orders were cut by 67 percent in
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1992 and foreign markets were subjected to great foreign
pressure and competition. In the third and final stage, which
began soon after Gaidar’s reforms began to affect industry and
the closure of sales to Libya cind Iraq made their presence felt,
the defense industry organized itself and placed sufficient
pressure on the government so that it began to assist struggling
defense industries with subsidies, sales promotion, etc.
Nonetheless, the global trends towards increased worldwide
production, decreasing demand at home and abroad, and
intense foreign competition, could not be avoided.'®
Czechoslovak and Polish policies can be analyzed within this
framework and sequence too. But Russia’s size and unsettled
internal and neighboring ethnopolitical conflicts give the MIC a
strong argument for continued high production and exports
despite the global trends, especially if Kokoshin’s plan is
implemented.
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CHAPTER 5

FOREIGN AND NUCLEAR POLICIES
AND ARMS SALES

Perhaps the most amazing foreign policy gambit to create
a "political space" where Russia can sell arms abroad is the
initiative of January-February 1993 directed to the United
States. In the bilateral negotiations of early 1993 to establish
a stronger regime that would oversee missile sales and the
proliferation of missile technology, Russia charged that the
United States had demanded a list of states that could buy from
Russia and was attempting to place Russian business contacts
abroad under controls of internal U.S. legislation. In addition
the United States was discussing sanctions on Russia and
Russian firms and design bureaus for selling cryogenic rocket
technology to India.'®

Apparently this impasse stimulated Kozyrev to propose that
the West allow countries buying arms to open their contracts
to Russian competition with the West. The quid pro quo would
ostensibly be conversion. The purpose would be to go beyond
granting credits, aid, and strengthening the currency. Kozyrev
admitted that this was another form of economic aid. Kozyrev
warned that Russian arms suppliers were talking of providing
systems up to and including strategic systems to suppliers and
even attempting to deal with states against whom sanctions
had been applied.'® Specifically, Kozyrev wanted U.S.
guaranteed access to Middle Eastem markets to continue the
embargoes against Iraq, Libya and similar states.'"! More to
the point, he wanted an international cartel just as his
colleagues want a domestic one to prevent unauthorized sales
abroad and rescue the MIC, a goal that now is an MFA
priority.'*? Since then little has been said and the U.S. policy
community evidently remains leery of the plan. Nevertheless,
prominent Russian analysts and perhaps policymakers believe
that the United States and Russia, as part of their strategic
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parthership, should cooperate bilaterally and multilaterally to
act as would a cartel to regulate weapons and technology
proliferation, especially missiles.'!

Another disturbing fact is the sheer scope of Russia’s arms
sales program. The Air Force's right to sell 1600 aircraft is
disquieting. And there are reports that one/sixth of the navy
including battle cruisers, will also be offered for sale.'** Officials
like Maley believe that in order for arms sales to fund
conversion, the true purpose of the program—not
housing—Russia must sell $5-10 billion a year for at least 15
if not 30 years to make the $150 billion estimated to be the cost
of conversion. Merely to maintain the size of an industry
needed to sell those weapons, and, leaving aside buyers’
capacity to pay that kind of money in today’s economic
conditions in a market increasingly saturated by producers,
means stopping conversion and civilianization of the war
economy.'"s For these reasons, it appears that the arms sales
program, lookad at from this angle, is but another in an
evidently endless series of ruses whose purpose is to have a
non-conversion.!'® Or else conversion to an ostensibly market
economy represents those MIC elements who favor
modemizing through a corporatist type system of formai p